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FIRST McMINNVILLE CORPORATION

200 East Main Street
McMinnville, Tennessee 37110

Dear Stockholder:

Financially your company and its subsidiary, First National Bank of McMinnville had a success-
ful year in 2001. Assets as of December 31, 2001 were $283,770,928. Earnings per share were
$7.87 with 37.78% being paid to you, our shareholder, as dividends. For 2001, our return on
average assets was 1.50% and the return on average equity was 10.24%. On December 31,
2001, your company was paying $79.29 per share for its stock. This was a 6.63% increase from
December of 2000.

On October 1, 2001 John W. Perdue was hired as our new president. Mr. Perdue has over
twenty years of banking experience. He was serving as President and CEO of First National
Bank and Trust Company in Athens, Tennessee before joining our organization. Mr. Perdue and
his wife Nancy lived in McMinnville in the early seventies when he was Manager of the Sears
store. He is a firm believer in community banking. Working in conjunction with other members
of our dedicated and competent staff, his knowledge and expertise should enhance our ability
to remain an essential entity in the economic community of our trade area.

During 2001 we formed a new subsidiary, First Community Title and Escrow. We believe this
will give us the opportunity to provide a needed service for our community. It will enable us to
facilitate loan closings for the secondary market.

As the value of your investment in First McMinnville Corporation continues to grow, we are con-
fident you will encourage your family and friends to utilize the services First National Bank has
to offer. Our staff remains committed to continue the tradition of being a sound fiscal institution
while offering innovative banking to our customers.

With your support and loyalty, we believe we can continue to enhance your investment and pro-
vide our customers banking with the hometown touch.

Charles C. Jacobs
Chairman and CEQ
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SUMMARY OF SELECTED FINANCIAL DATA (Unaudited)

The following schedule presents the results of operations, cash dividends declared, total assets, stockholders’ equity
and per share information for the company for each of the five years ended December 31, Z001.

in Thousands, Except Per Share Information
Year Ended December 35,

2001 2000 1899 1998 1987
Interest iIncome ..........cccoeviiviiiiiiiiiiniens $ 19,418 19,450 18,393 17,406 15,691
Interest expense..........ccooocvvniiiceeneieiiiiinns 9,787 10,276 8,959 8.454 7,081
Net interest income .............c.oeviiiiin. 9,631 0,174 9,434 8,952 8,610
Provision for possible loan losses................. 180 180 180 180 220
Net interest income after provision
for possible loan losses..................... 9,451 8,994 9,254 8,772 8,390
Non-interest income...............cooeevevniiinnn.nn 625 671 846 672 618
Non-interest expense .............cc...cccoeeeeenn, (4.181) {4,011) (3,958) {3.869) (3,850)
Earnings before income taxes............. 5,895 5,654 6,142 5,575 5,158
Income taxes ..........oooviieieiiiiiiiee 1,748 1,758 1,926 1,705 1.577
Net earnings.......cccccevveiviieeiiinieienenn, $ 4147 3.896 4,216 3,870 3,581
Comprehensive earnings............................. $ 5403 6,303 332 3,914 3,912
Cash dividends declared ............................. $ 1565 1,517 1,491 1414 1,341
Total assets - end of year.................covveenn. $283,721 269,160 263,707 243,027 212,765
Stockholders’ equity - end of year............... $ 41380 37.707 33,600 34 886 32,557
Per share information:
Basic earnings per common share....... $ 79 7.43 7.21 7.24 6.68
Diluted earnings per common share... $_ _ 7.87 7.37 7.88 7.23 6.67
Dividends per share ..............cc..c....... $ 300 2.90 2.80 2.65 2.50
Book value per share end of year....... $ 7943 72.17 63.17 65.40 60.73
Ratios:
Return on average
stockholders” equity ......................... 10.24% 11.13% 11.82% 11.23% 11.30%
Return on average assets.................... 1.50% 1.48% 1.65% 1.63% 1.73%
Average stockholders’ equity
to average assets..............ccceveeennn.nn 14.68% 13.31% 13.94% 14.55% 15.34%
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DIRECTORS OF FIRST McMINNVILLE CORPORATION

and

FIRST NATIONAL BANK OF McMINNVILLE

Charles C. Jacobs
CEO and Secretary

John W

Perdue

First National Bank First National Bank

Chairman, President and CEQ
First McMinnville Corporation

Paul O. Barnes J. Gregory Brock
Chairman Owner
B & P Lamp Supply, Inc. Brock Construction Company

Dean L. Gillespie Rufus Gonder
President CPA
Bridge Builders, Inc.

Arthur J. Dyer
President
Metal Products Company

G. B. Greene
President
Womack Printing Co., Inc.
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DIRECTORS OF FIRST McMINNVILLE CORPORATION
and
FIRST NATIONAL BANK OF McMINNVILLE
Continued
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Robert W. Jones

Former Chairman of the Board
First National Bank and
First McMinnville Corporation
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Jdohn J. Savage, Jr.

Former Executive Vice President
and Trust Officer

First National Bank

Levoy Knowles Doug Milner
General Manager General Manager and
Ben Lomand Rural Telephone Cooperative Vice President

Middle Tennessee
Dr Pepper Bottling Company

Carl M. Stanley
President and CEC
Burroughs-Ross-Colville Co. LLC
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David Marttala
Sr. Vice President

Charles C. Jacobs
Chief Executive Officer
and Chairman

John W. Perdue
President and
Chief Lending Officer

Diane Bogle

@ Sr. Vice President - Loans

Lester Cowell
Sr. Vice President - Loans

Brent Foster
Sr. Vice President - Loans

David Marttala
Sr. Vice President - Legal Counsel
Trust Administrator

Kenny Neal

Diane Bogle
Sr. Vice President
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Lester Cowell
Sr. Vice President

OTHER OFFICERS OF FIRST McMINNVILLE CORPORATION

Brent Foster
Sr. Vice President

i

Kenny Neal
Sr. Vice President
Treasurer
Chief Financial Officer

Phil Whisenhunt
Sr. Vice President - Loans

Mary Jane Bell
Vice President - Loans

Carol Locke
Secretary
Manager - Human Resources

Michelle Brock
Assistant Vice President
Manager - Smithville Hwy. Branch

Fred L. Greene
Assistant Vice President
Manager - Viola-Morrison Branches

Nancy McBee
Assistant Vice President
Manager - Sparta Rd. Branch

Phil Whi
Sr. Vice President

Carol Locke
Secretary

OFFICERS OF FIRST NATIONAL BANK OF McMINNVILLE

Queita Roberts
Assistant Vice President

Cindy Swann
Assistant Vice President
Auditor - Compliance Officer

Michael Weeter

Assistant Vice President
Network Manager

Gail Youngblood
Assistant Vice President
Manager - Data Processing

Melba Slaughter
Banking Officer - Operations

Connie Bell
Assistant Trust Officer
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§\ Sr. Vice President - Cashier
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ﬁ EMPLOYEES OF

FIRST NATIONAL BANK OF McMINNVILLE

Left to right,
Standing:
Sherri Blair,
Patti Barnes,
Cindy Pearson,
Mary Jane Bell.
Seated:
Vickie Millraney,
Aimee Hale,
Tina Graham.

Left to right,
Standing:
Judy Rigsby,
Sue Heatherly,
Fred Greene,
Melodie Hawkins.
Seated:
Mozelle Terry,
Stephanie Whitaker,
Marian Jacobs.

Left to right,
Standing:
Jenny Boyd,
Rhonda Gibbs,
Tammy Horn.
Seated:
Ronalda Ralph,
Vickie Mitchell,
Helen Martin.
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EMPLOYEES OF
FIRST NATICNAL BANK O
Continued

VICMINNVILLE

Left to right,
Standing:
Kristi Judkins,
Kathy Templeton,
Cindy Swann,
Derita Reed.
Seated:
Donna Mears,
Hollie York,
Dean Cantrell,
LeeAnn Davis.

Left to right,
Standing:
Beth Miller,
Jennifer McBride,
Queita Roberts,
Shirley Reed.
Seated:
Greta Martin,
Doris Beard,
Sherry Beechum,
Sue Tribbey.
Unavailable:
Nicole Chisam.

Left to right,
Standing:
Dickie Kesey,
Peggy Smith,
Linda Phillips,
Elizabeth Tompkins,
Donna Young
Michael Weeter.
Seated:
Jill Griffin,
Gail Youngblood,
Loretta Evans,
Connie Sanders.
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EMPLOYEES OF

Left to right,
Standing:;
Melba Slaughter,
Connie Bell,
Tom Ward.
Seated:
Sandra Petzoldt,
Nancy McBee,
Becky Hash.

Left to right,
Standing:

Seated:

FIRST NATIONAL BANK OF McMINNVILLE
Continued

Left to right,
Standing:
Karen Miller,
Vanessa Kaksa,
Julie Ward,
Mandy Norris,
Rebecca Mullican,
Stacey Burnett.
Seated:
Michelie Brock,
Alice Faye Smith,
Holly Wood,
Addie Lee Fults.

Cindy Pearson, Employee - 3rd Quarter,
Derita Reed, Employee - 2nd Quarter &
Employee of the Year,

Marian Jacobs, Employee - 1st Quarter,
LeeAnn Davis, Employee - 4th Quarter,
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MANAGEMENT’'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The purpose of this discussion is to provide insight into the financial condition and results of operations of the
Company and its subsidiaries. This discussion should be read in conjunction with the consolidated financial state-
ments.

Forward-Looking Statements

Management’s discussion of the Company, and management’s analysis of the Company’s operations and prospects,
and other matters, may include forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995 and other provisions of federal and state securities laws. Although the Company believes that
the assumptions underlying such forward-looking statements contained in this Report are reasonable, any of the
assumptions could be inaccurate and, accordingly, there can be no assurance that the forward-looking statements
included herein will prove to be accurate. The use of such words as expect, anticipate, forecast, and comparable
terms should be understood by the reader to indicate that the statement is “forward-looking” and thus subject to
change in a manner that can be unpredictable. Factors that could cause actual results to differ from the results antic-
ipated, but not guaranteed, in this Report, include (without limitation) economic and social conditions, competition
for loans, mortgages, and other financial services and products, changes in interest rates, unforeseen changes in lig-
uidity, results of operations and financial condition affecting the Company’s customers, as well as other risks that can-
not be accurately quantified or completely identified. Many factors affecting the Company’s financial condition and
profitability, including changes in economic conditions, the volatility of interest rates, political events and competition
from other providers of financial services simply cannot be predicted. Because these factors are unpredictable and
beyond the Company’s control, earnings may fluctuate from period to period. The purpose of this type of informa-
tion is to provide readers with information relevant to understanding and assessing the financial condition and results
of operations of the Company, and not to predict the future or to guarantee results. The Company is unable to pre-
dict the types of circumstances, conditions, and factors that can cause anticipated results to change. The Company
undertakes no obligation to publish revised forward-looking statements to reflect the occurrence of changes or unan-
ticipated events, circumstances, or results.

General

First McMinnville Corporation is a one bank holding company which owns 100% of First National Bank of
McMinnville. First National Bank of McMinnville (“Bank”) is a community bank headquartered in McMinnville,
Tennessee serving Warren County, Tennessee as its primary market area. The Company serves as a financial intex-
mediary whereby its profitability is determined to a large degree by the interest spread it achieves and the successful
measurement of risks. The Company’s management believes that Warren County offers an environment for contin-
ued growth and the Company’s target market is local consumers, professionals and small businesses. The Company
offers a wide range of banking services, including checking, savings, and money market deposit accounts, certificates
of deposits, and loans for consumer, commercial and real estate purposes. The Company also offers custodial and
trust services. Deposit instruments in the form of demand deposits, money market savings and certificates of deposits
are offered to customers to establish the Company’s core deposit base. In 2001, the Bank formed a subsidiary, First
Community Title & Escrow Company. The new subsidiary had no operations in 2001.

In a market such as Warren County, management believes there is an opportunity to increase the loan portfolio. The
Company has targeted commercial business lending, commercial and residential real estate lending, and consumer
lending as areas of focus. It is the Company’s intention to limit the size of its loan portfolio to approximately 75% to
80% of deposit balances; however, the quality of lending opportunities as well as the desired loan to deposit ratio will
influence the size of the loan portfolio. As a practice, the Company generates substantially all of its own loans and
occasionally buys participations from other institutions. The Company attempts, to the extent practical, to maintain
a loan portfolio which is capable of adjustment to swings in interest rates. The Company’s policy is to have a diverse
loan portfolio. At December 31, 2001, the nursery industry constituted the largest single industry segment and
accounted for $10,226,000 (7.27% of the Company’s loan portfolio) as compared to $10,426,000 or 7.66% in 2000.
No other segment accounted for more than 10% of the portfolio. Management is not aware of any adverse trends
or expected losses in respect to the nursery industry.

12
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND

RESULTS OF OPERATIONS (Continued)

Capital Resources, Capital and Dividends

Regulations of the Office of the Comptroller of the Currency (“OCC") establish required minimum capital levels for the
Bank. Under these regulations, national banks must maintain certain capital levels as a percentage of average total
assets (leverage capital ratio) and as a percentage of total risk-based assets (risk-based capital ratio). Under the risk-
based requirements, various categories of assets and commitments are assigned a percentage related to credit risk rang-
ing from 0% for assets backed by the full faith and credit of the United States to 100% for loans other than residential
real estate loans and certain off-balance sheet commitments. Total capital is characterized as either Tier 1 capital - com-
mon stockholders’ equity, noncumulative perpetual preferred stock and a limited amount of cumulative perpetual pre-
ferred - or total risk-based capital which includes the allowance for loan losses up to 1.25% of risk weighted assets, per-
petual preferred stock, subordinated debt and various other hybrid capital instruments, subject to various limits.
Goodwill is not includable in Tier 1 or total risk-based capital. The Company and its national bank subsidiary must
maintain a Tier 1 capital to risk-based assets of at least 4.0%, a total risk-based capital to risk-based assets ratio of at
least 8.0% and a leverage capital ratio defined as Tier 1 capital to adjusted total average assets for the most recent quar-
ter of at least 4%. The same ratios are also required in order for a national bank to be considered “adequately capi-
talized” under the OCC’s “prompt corrective action” regulations, which impose certain operating restrictions on insti-
tutions which are not adequately capitalized. The Company has a Tier 1 risk-based ratio of 26.36%, a total risk-based
capital ratio of 27.51% and a leverage capital ratio of 14.59%, and was therefore within the “well capitalized” catego-
ry under the regulations. The subsidiary bank’s ratios were substantially the same as those set forth for the Company.

Dividends of $1,565,000 and $1,517,000 were declared during 2001 and 2000, respectively. Principally because
of the high percent of equity capital, the return on equity is lower than banks in the Company’s peer group. Cash
dividends are anticipated to be increased in 2002 if profits increase. The dividend payout ratio (dividends declared
divided by net earnings) was 37.8%, 39% and 35.4% in 2001, 2000 and 1999, respectively. No material changes
in the mix or cost of capital is anticipated in the foreseeable future.

The dividends paid by the Company are funded by dividends received by the Company from the Bank. The Bank is
limited by law, regulation and prudence as to the amount of dividends it can pay. At December 31, 2001, under the
most restrictive of these regulatory limits, the Bank could declare in 2002 cash dividends in an aggregate amount of
up to approximately $7.5 million, plus any 2002 net earnings, without prior approval of the Comptroller of the
Currency. Because of sound business considerations and other Regulatory capital requirements, it is unlikely that the
Company would ever pay a significant portion of this amount as dividends.

Financial Condition

During 2001, total assets increased $14,583,000 or 5.4% from $269,160,000 at December 31, 2000 to $283,721,000
at December 31, 2001. Loans, net of allowance for possible loan losses, increased from $134,335,000 to $138,927,000
or 3.4% during fiscal year 2001. There was no significant change in loan types during 2001.

Securities increased 6.8% from $124,202,000 at December 31, 2000 to $132,683,000 at December 31, 2001. The
carrying value of securities of U.S. Treasury and other U.S. Government obligations decreased $7,255,000, obliga-
tions of state and political subdivisions increased $8,961,000, corporate and other securities increased $1,962,000
and there was an increase in mortgage backed securities of $4,813,000. At December 31, 2001 the market value of
the Company’s securities portfolio was greater than its amortized cost by $778,000 (.6%). At December 31, 2000
the market value of the Company’s securities portfolio was less than its amortized cost by $1,821,000 (1.5%). The
weighted average yield (stated on a tax-equivalent basis, assuming a Federal income tax rate of 34%) of the securi-
ties at December 31, 2001 was 6.19% as compared to an average yield of 6.87% at December 31, 2000.

The Company applies the provisions of Statement of Financial Accounting Standards No. 115 (SFAS No. 115),
“Accounting for Certain Investments in Debt and Equity Securities”. Under the provisions of the Statement, securi-
ties are to be classified in three categories and accounted for as follows:

¢ Debt securities that the enterprise has the positive intent and ability to hold to maturity are classified as held-to-
maturity securities and reported at amortized cost.

e 7
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS (Continued)

Financial Condition, Continued

o Debt and equity securities that are bought and held principally for the purpose of selling them in the near term are
classified as trading securities and reported at fair value, with unrealized gains and losses included in eamings; and

e Debt and equity securities not classified as either held-to-maturity securities or trading securities are classified as
available-for-sale securities and reported at fair value, with unrealized gains and losses excluded from earnings
and reported in a separate component of stockholders’ equity.

The Company’s classification of securities as of December 31, 2001 is as follows:

Held-to-Maturity Available-for-Sale
Estimated Estimated
Amortized Market Amortized Market
Cost Value Cost Value

(In Thousands)
U.S. Treasury and other U.S. Government

agencies and corporations.............cce.oeevervinnn.. $ 23,419 23,688 58,021 58,068

Obligations of states and
political subdivisions...............cc..ccoevviiivnn 34,987 35,212 1,884 1,912
Corporate and other securities........................... 3,792 3,994 2,155 2,177
Mortgage-backed securities.............ccccvveveieiienn. 1,681 1,694 6,675 6.647
$ 63.879 64,588 68,735 68.804

During the year ended December 31, 1999, the net decrease in capital included $3,884,000 which represents the
unrealized loss on securities available-for-sale of $6,261,000 net of applicable taxes of $2,377,000. During 2000 the
net increase in capital included $2,407,000 which represents the unrealized appreciation in securities available-for-
sale of $3,879,000 net of applicable taxes of $1,472,000. During 2001 the net increase in capital included
$1,256,000 which represents the unrealized appreciation in securities available-for-sale of $2,025,000 net of applic-
able taxes of $769,000.

The increase in assets in 2001 was funded primarily by an increase in deposits of $2,423,000 and increase in secu-
rities sold under repurchase agreements ($5,940,000) and Federal funds purchased ($3,000,000). Total deposits
increased from $210,852,000 at December 31, 2000 to $213,275,000 at December 31, 2001 representing an
increase of 1.1%. Demand deposits increased 14.1% from $18,108,000 at December 31, 2000 to $20,669,000 at
December 31, 2001. Negotiable order of withdrawal accounts, money market and other savings deposits increased
$3,148,000 or 5.1%. These increases were partially off-set by decreases in certificates of deposit and individual
retirement accounts totaling $3,286,000 (2.5%). The subsidiary bank has unused lines of credit of $5,000,000 and
the Company has an unused line of credit of $2,000,000 at December 31, 2001.

The Company’s allowance for loan losses at December 31, 2001 was $1,804,000 as compared to $1,711,000 at
December 31, 2000. Non-performing loans amounted to $152,000 at December 31, 2001 compared to $496,000
at December 31, Z2000. Non-performing loans are loans which have been placed on non-accrual status, loans 90
days past due plus renegotiated loans. Net charge-offs were $87,000 during 2001. Net recoveries of previously
charged-off loans totaled $29,000 for 2000. The provision for possible loan losses was $180,000 in 2001, 2000 and
1999. The net charge-offs in 2001 are not considered by management to be a trend.

The allowance for possible loan losses, amounting to $1,804,000 at December 31, 2001, represents 1.28% of total
loans outstanding. At December 31, 2000, the allowance for possible loan losses represented 1.26% of total loans
outstanding. Management has in place a system to identify and monitor problem loans. Management believes the
allowance for possible loan losses at December 31, 2001 to be adequate.

o

14



R

MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS (Continued)

Liquidity

Liquidity represents the ability to efficiently and economically accommodate decreases in deposits and other liabili-
ties, as well as fund increases in assets. A company has liquidity potential when it has the ability to obtain sufficient
funds in a timely manner at a reasonable cost. The availability of funds through deposits, the purchase and sales of r
securities in the investment portfolio, the use of funds for consumer and commercial loans and the access to debt mar-

kets affect the liquidity of the Company. The Company’s loan to deposit ratio was approximately 66.0% and 64.5%
at December 31, 2001 and December 31, 2000, respectively.

The Company’s investment portfolio, as represented above, consists of earning assets that provide interest income.

Funds management decisions must reflect management’s intent to maintain profitability in both the immediate and r
long-term earnings. The Company’s rate sensitivity position has an important impact on earnings. Senior manage-
ment of the Company meets monthly to analyze the rate sensitivity position of the Bank. These meetings focus on
the spread between the subsidiary bank’s cost of funds and interest yields generated primarily through loans and
investments.

First McMinnville Corporation presently maintains a liability sensitive position over the next six months and an even
position over the year 2002, Liability sensitivity means that more of the Company'’s liabilities are capable of repric-
ing over certain time frames than assets. The interest rates associated with these liabilities may not actually change
over this period but are capable of changing. For example, the six month gap is a picture of the possible repricing
over a six month period. The following table shows the rate sensitivity gaps for different time periods as of December
31, 2001:

Interest-rate sensitivity gap Reprice 1-90 91-180 181-365 One Year i
{in thousands) Immediately Days Days Days and Longer  Total

Interest-earning assets..................... $ - 54,756 30,616 107,209 81,012 273,593
Interest-bearing liabilities .................. 5,000 130,239 33,518 23,240 26,5630 218,527
Interest-rate sensitivity...................... $ (5,000) (75,483) (2,902) 83,969 54,482 55,066
Cumulative gap......cc....ccooevvieivnnn.n $ (5,000) (80,483) (83,385) 584 55,066 r
Interest-rate sensitivity gap

as a % of total assets...................... (1.76)% (26.60)%  (1.02)% 29.5%% 19.20%
Cumulative gap as a %

of total @ssets........oovcvvvivievieeieninnns (1.76)% (28.36)% (29.38)% .21% 19.41%

Historically, there has been no significant reduction in immediately withdrawable accounts such as negotiable order of
withdrawal, money market demand, demand deposit and regular savings accounts. Management does not anticipate
that there will be significant withdrawals from these accounts in the future.

It is anticipated that with present maturities, the anticipated growth in deposit base, and the efforts of management in
its asset/liability management program, liquidity will not pose a problem in the foreseeable future. At the present time
there are no known trends or any known commitments, demands, events or uncertainties that will result in or that
are reasonably likely to result in the Company’s liquidity changing in any material way.

Results of Operations

Net earnings for the year ended December 31, 2001 were $4,147,000, an increase of $251,000 or 6.4% from fiscal
year 2000. Net earnings for the year ended December 31, 2000 were $3,896,000, a decrease of $320,000 or 7.6%
from fiscal year 1999. Basic earnings per common share was $7.94 in 2001, $7.43 in 2000 and $7.91 in 1999.
Diluted earnings per common share were $7.87, $7.37 and $7.88 in 2001, 2000 and 1999, respectively. Average

earning assets increased $14,041,000 for the year ended December 31, 2001 as compared to year ended December H
31, 2000. Average earning assets increased $6,274,000 for the year ended December 31, 2000 as compared to year
ended December 31, 1999. Additionally, the net interest spread decreased from 3.43% in 2000 to 3.38% in 2001.

~—
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f MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND

RESULTS OF OPERATIONS (Continued)

Resuits of Operations, Continued

The net interest spread was 3.65% in 1999. Net interest spread is defined as the effective yield on earning assets less
the effective cost of deposits and borrowed funds, as calculated on a fully taxable equivalent basis. Average interest
bearing liabilities increased $6,855,000 in 2001. The cost of interest bearing deposits decreased 30 basis points from
4.98% to 4.68% while the weighted average yield on earning assets decreased 39 basis points from 7.98% to 7.59%.
The decrease in the net interest spread in 2000 was attributable to funding of interest bearing assets by increases in
securities sold under repurchase agreements, Federal funds purchased and advances from the Federal Home Loan
Bank. These items typically have higher interest rates than are paid on customer deposits. There was an increase in
average non-interest bearing demand deposits in 2001 of $110,000.

H Net interest income before provision for loan losses for 2001 totaled $2,631,000 as compared to $9,174,000 for 2000
and $9,434,000 for 1999. The provision for loan losses was $180,000 in 2001, 2000 and 1999. Net charge-offs in
2001 were $87,000 as compared to net recoveries of $29,000 in 2000. The 2001 charge-offs are unrelated to the
nursery business and management does not consider the charge-offs to be a trend.

E Non-interest income decreased 6.9% to $625,000 in 2001 from $671,000 in 2000. Non-interest income totaled ’
$846,000 in 1999. i

Non-interest expense increased 4.2% to $4,181,000 in 2001 from $4,011,000 in 2000. Non-interest expense was
$3,958,000 in 1999. Non-interest expense which includes, among other things, salaries and employee benefits,
occupancy expenses, furniture and fixtures expenses, data processing, Federal Deposit Insurance premiums, supplies
and general operating costs increased commensurate with the continued growth of the Company. The increase in
2001 was primarily attributable to an increase in salaries and employment benefits of $128,000 (4.9%). These
increases in 2001 were offset by a decrease of $13,000 in furniture and equipment expenses. Other non-interest
expense increased $54,000 in 2001. The non-interest expense increased approximately 1.3% from 1999 to 2000
and was due primarily to increases in salaries and employees benefits with an offset from the decrease in furniture
and equipment expenses and occupancy expenses.

Management is not aware of any current recommendations by the regulatory authorities which, if implemented,
would have a material effect on the Company'’s liquidity, capital resources or operations.

Impact of Inflation

Unlike most industrial companies, the assets and liabilities of financial institutions such as the Company are primari-
ly monetary in nature. Therefore, interest rates have a more significant effect on the Company’s performance since
they impact both interest revenues and interest costs.

Quantitative and Qualitative Disclosures About Market Risk

The Company’s primary component of market risk is interest rate volatility. Fluctuations in interest rates will ulti-
mately impact both the level of income and expense recorded on a large portion of the Company’s assets and liabil-
ities, and the market value of all interest-earning assets and interest-bearing liabilities, other than those which possess
a short term to maturity. Based upon the nature of the Company’s operations, the Company is not subject to for-
eign currency exchange or commodity price risk.

Interest rate risk (sensitivity) management focuses on the earnings risk associated with changing interest rates.
Management seeks to maintain profitability in both immediate and long term earnings through funds management/
interest rate risk management. The Company’s rate sensitivity position has an important impact on earnings. Senior
management of the Company meets monthly to analyze the rate sensitivity position. These meetings focus on the
spread between the cost of funds and interest yields generated primarily through loans and investments.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS (Continued) j

Quantitative and Qualitative Disclosures About Market Risk, Contihued

The following table provides information about the Company’s financial instruments that are sensitive to changes in
interest rates as of December 31, 2001.

Held for Purposes I

Other Than Trading ) .
(In Thousands) Expected Maturity Date - Year Ending December 31, Fair

2002 2003 2004 2006 2011 Thereafter Total Value

Earning assets:

Loans, net of unearned interest $42,797 23,816 21,276 41,035 10,577 1,230 140,731 140,489
Average interest rate 7.42% 809% 773% 768% 7.18% 7.65% 7.64%
Securities 64,702 18,849 5930 12,148 23,784 7,270 132,683 133,392

561% 6.38% 625% 661% 7.15% 679% 6.19%

Interest-bearing liabilities:

Interest-bearing time deposits 102,319 13,473 12,057 - - - 127,849 128,614
Awverage interest rate 437% 395% 4.28% - - - 4.31%
Negotiable order of withdrawal accounts 28,080 - - - - - 28,080 28,080
1.58% - - - - - 1.58%
Money market demand accounts 8,477 - - — — - 8,477 8,477
Average interest rate 2.18% - — - - - 2.18%
Savings deposits 28,200 - - - - - 28,200 28,200
Average interest rate 2.24% - - - o= - 2.24%
Securities sold under repurchase 19,921 - - - - - 19,921 19,921
agreements 2.19% - - - - - 2.19%
Advances from Federal - - - 1,000 - - 1,000 1,060
Home Loan Bank - - - 5.60% - - 5.60%
Federal funds purchased 5,000 - - - - - 5,000 5,000
2.00% - - - - -
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MAGGART & ASSOCIATES, P.C.

Certified Public Accountants
FIRST UNION TOWER
SUITE 2150
150 FOURTH AVENUE, NORTH
NASHVILLE, TENNESSEE 37219-2417
Telephone (615) 252-6100
Facsimile {615) 252-6105

INDEPENDENT AUDITOR’S REPORT

The Board of Directors
First McMinnville Corporation:

We have audited the accompanying consclidated balance sheets of First McMinnville Corporation and
Subsidiary as of December 31, 2001 and 2000, and the related consclidated statements of earnings,
comprehensive earnings, changes in stockholders’ equity and cash flows for each of the three years
in the period ended December 31, 2001. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits to cbtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial state-
ments. An audit alsc includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of First McMinnville Corporation and Subsidiary as of
December 31, 2001 and 2000, and the results of their operations and their cash flows for each of the
three years in the period ended December 31, 2001, in conformity with accounting principles gener-

ally accepted in the United States of America.
%?/%«/ P Aoppre B, SC

Nashville, Tennessee
January 18, 2002
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FIRST McMINNVILLE CORPORATION
Consolidated Balance Sheets
December 31, 2001 and 2000
In Thousands
2001 2000
Assets
Loans, less allowance for possible loan losses
of $1,804,000 and $1,711,000, respectiVely..........c.ccccoveevereeereeeereeeeoeeeeeeeee e, $ 138,927 134,335
Securities:
Held-to-maturity, at amortized cost (market value
$64,588,000 and $39,475,000, respectively) ..............ccovvevieeriiaeieeieerieennn 63,879 39,410
Available-for-sale, at market (amortized cost
$68,735,000 and $86,748,000, respectively) ...............cc.cooviveiieieiieeieees 68.804 84,792
Total SECUIHES ... ..oiiiiiiiiii e 132,683 ° 124,202
Interest-bearing deposits in financial INSHUHONS. ..........o.ccooiviiiiiiiie e, 179 63
Total @arMING @SSEIS........cciiiiiiieei ittt ae e 271,789 258.600
l
| Cash and due from Banks ..........coooiiiiiiiii e 7,046 4,364
Premises and equIPMeEnt, NeL.............coiiiiiiiiiiiiiee i 2,071 2,228
Accrued interest receivable. ... 2,147 2,480
Deferred tax @sS@t ........cc.uuvviviii i 152 932
Other 1@l STAtE ... et 100 70
Oer @SSEES ....cviiiiii it 416 486
TOtAl @SSEIS ...t $ 283,721 269,160
Liabilities and Stockholders’ Equity
DO POSIES oot $ 213,275 210,852
Securities sold under repurchase agreements ................cceiiviiiiiiiiieic i 19,921 13,981
Federal funds purchased ..., 5,000 2,000
Advances from Federal Home Loan Bank.............cccooo oo 1,000 1,000
Accrued interest and other Habilities .......c..c..cooiiiiiiiiii e 3,145 3,620
Total BADITEES ......vviicvviseee e 242,341 231,453
Stockholders’ equity:
Common stock, par value $2.50 per share, authorized 5,000,000,
issued 611,215 and 609,225 shares, respectively ..............cccccoeevveviiiiiiciieee, 1,528 1,523
Additional paid-in capital ...........cooiiiiiiiiiii e 1,869 1,760
Retained @arnings.............ooiiiiiiiiiii e 41,703 39,121
Net unrealized gains (losses) on available-for-sale securities, net of
income taxes of $26,000 and $743,000, respectively............c.cccovirriiiniireinnne 43 {1.213)
45,143 41,191
Less cost of treasury stock of 90,277 and 86,767 shares, respectively.......................... (3,763) (3.484)
Total stockholders’ eqUItY............ooeviveiirriiiiiii e 41.380 37.707
COMMITMENTS AND CONTINGENT LIABILITIES
Total liabilities and stockholders’ equity...............ooeoiiiiiiiiiieeiciieee e $ 283.721 269,160
See accompanying notes to consolidated financial statements.
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FIRST McMINNVILLE CORPORATION

Consolidated Statements of Earnings
Three Years Ended December 31, 2001

In Thousands,
Except Per Share Amount

2001 2000 1999

Interest income:

Interest and fees On lOANS ... $ 11,505 11,511 10,892
Interest and dividends on securities:
Taxable SECUNIIES ... 6,153 6,541 6,037
Exempt from Federal income taxes.............cocovrverininrinniicineninnee e 1,605 1,323 1,452
Interest on Federal funds sold ... 154 3 12
Interest on interest-bearing deposits
in financial INSHEUHONS ............ooiiiiiiree e 1 2 —
Total INterest INCOME..........oovivii et 19.418 19,450 18,383
Interest expense:
Interest on negotiable order of withdrawal accounts........... e 647 774 707
Interest on money market demand and savings accounts ................coc...... 1,073 1,180 1,202
Interest on certificates of deposit...........ccccoeeiiiiiiii 7,378 7,255 5,068
Interest on securities sold under repurchase agreements
and short-term debl ...........cooviiiiiii e 589 573 594
Interest on advances from Federal Home Loan Bank ....................oovei 56 156 280
Interest on Federal funds purchased .............coccooi i 44 338 208
Total INterest BXPENSE ..........ccivieiuirriiiciiieesinirieeecirteesinieeaarraeeens 9,787 10,276 8,959
Net interest income before provision for possible loan losses......................... 9,631 9,174 9,434
Provision for possible 1oan 1085es .........cccccciiiiiiiiiii 180 180 180
Net interest income after provision for possible loan losses..................c.c.v..... 9,451 8,994 9,254
INON-INTEIest INCOME ... s e 625 671 846
INONHINEEIESt @XPEIISE ......coviiiiiiiiiiiiiiett e e et ee e e e s e e e e ea e e e (4,181) (4,011) (3,958)
Earnings before inCOMe tax@s .............ooooevvvviieiiieiiiiiiiieiie e, 5,895 5,654 6,142
ICOMNE LAXES ..o e 1,748 1,758 1,926
INEt QAITHINGS ....vvvivvee ettt n e, $ 4147 3,896 4216
Basic earnings per COMIMON SNAIE............ccvvieieirierireeiresieesreerreereasssaereneees $ 794 7.43 781
Diluted earnings per common Share.............ccooveviiiiniieiniinieeeire e 3 7.87 7.37 7.88

See accompanying notes to consolidated financial statements.
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( FIRST McMINNVILLE CORPORATION A

Consolidated Statements of Comprehensive Earnings
Three Years Ended December 31, 2001

In Thousands
2001 2000 1999

NEt CAIMINGS  ...oiioiiieii et $ 4147 3,896 4.216

Other comprehensive earnings (loss), net of tax:
Unrealized gains (losses) on available-for-sale securities
arising during the year, net of taxes of $766,000,
$1,472,000 and $2,373,000, respectively.........c....cccocvvveieiniieeinee 1,252 2,407 (3,879)
Reclassification adjustments for (gains} losses included in
net earnings, net of taxes of $2,000 and $3,000

in 2001 and 1999, respectively ............cccvvveiiiiriirr e 4 - (5)
Other comprehensive earnings (108s).............ccc.ccooeeviiiiinen, 1.256 2,407 (3,884)
Comprehensive arnings..........cc..ooovvieireir e e ceee e $ 5403 6,303 332

See accompanying notes to consclidated financial statements.
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McMINNVILLE CORPORATION
® ) ° 9 ]
Consolidated Statements of Changes in Stocknolders’ Equity
Three Years Ended December 31, 2001
In Thousands
Net Unrealized
Gains (Losses)
Additional Cn Available-
Common Paid-in Retained Treasury For-Sale
Stock Capital Earnings Stock Securities Total
Balance December 31, 1998.............. $1,517 1,623 34,017 (2,535) 264 34,886 %
Net earnings.........occcoevveveeeivciieninnns - - 4216 - - 4,216
Issuance of 2,355 shares
of common stock........c.cooevieviiinnn. 6 131 - - — 137
Cash dividends declared
($2.80 per share)............ccooceveennne - - (1,491) - - (1,491)
Cost of 3,851 shares of
treasury stock........ccoceveevneiiiviennnnnn, - - — (264) - (264)
Net change in unrealized gains (losses)
on available-for-sale securities
during the year, net of
taxes of $2,377,000...............c....... — - - — (3,884) (3,884)
Balance December 31, 1999.............. 1,523 1,754 36,742 (2,799) (3,620) 33,600
Net @arnings..........ccovvevicevevevnrivennnns - - 3,896 - - 3,896
Issuance of 105 shares
of common stock.............ccoeeeninn - 6 - - - 6
Cash dividends declared
($2.90 per share)..........ccocvveeenenen. - -~ {1,517) - - (1,517)
Cost of 2,547 shares of
treasury stock.........c.ccooiiiiiiiininn, - - - (685) - (685)
Net change in unrealized gains (losses)
on available-for-sale securities :
during the year, net of
taxes of $1,472,000....................... — - — — 2,407 2,407
Balance December 31, 2000.............. 1,523 1,760 39,121 (3,484) {1,213) 37,707 *
| Net earnings..........cooeeeeveiiieiiiiiinineeen, - - 4,147 - - 4,147 ;
| Issuance of 1,960 shares r
of common stock .........ocoevvviennnnn. 5 109 - - - 114 :
Cash dividends declared
($3.00 per share)......c..cccoocoeevvennnn, - - (1,565) - - (1,565)
Cost of 3,710 shares of
treasury Stock..........ocooeviiiiiiiincans - - - (295) - (295)
Sales of 200 shares of treasury stock.. - - - i6 - 16
Net change in unrealized gains (losses)
on available-for-sale securities I
during the year, net of '
taxes of $769,000...........cccceeeviennn - - - — 1,256 1,256 :
Balance December 31, 2001 .............. $1,528 1,869 41,703 (3,763) 43 41,380 i
See accompanying notes to consolidated financial statements.




FIRST McMINNVILLE CORPORATION
Consolidated Statements of Cash Flows
Three Years Ended December 31, 2001
Increase (Decrease) in Cash and Cash Equivalents
In Thousands
2001 2000 1999
Cash flows from operating activities:
INterest reC@IVed ... .....ooviiei e $ 19,677 19,232 18,048
Fees and commissions received ..............cooooveiii e 605 671 650
INterest Paid .........cooviiiiieice et (10,434) (9,585) (8,947)
Cash paid to suppliers and employees.............cccccoociiiiiiiiiiii e, (3,946) (3,909) (3,830)
Income taxes Paid ........ooeiiiiiiii e {1,549) (1.888) (1,926}
Net cash provided by operating activities................cccc..cooeeeee, 4,353 4521 3,995
Cash flows from investing activities: :
Purchase of available-for-sale securities....................cooccivvroiiiiisieee (77,677) (6,832) (49,196)
Proceeds from sales of available-for-sale securities................ccc.ccoccvrreninn, 1,188 - 3,898
Proceeds from maturities of available-for-sale securities ..............c.ccoeee.. 94,570 8,386 18,439
Purchase of held-to-maturity securities ...........cocoocoviii (66,448) (7,083) (15,590)
Proceeds from maturities of held-to-maturity securities............................. 42 005 3,242 26,260
Loans made to customers, net of repayments.............c.ccoovveeiieiinnniinnnanns (4,872) {712) (8,957)
Purchase of premises and equipment ..............cccccoovviieeiviiniceei e (46) {483) (61)
Proceeds from sales of premises and equipment.........c......cccccceeiviieeeens - - 204
Proceeds from sales of other real estate...............ccccocvvvvviiiciiic, 70 74 -
lincrease in interest bearing deposits g
in financial INSHIUHONS ... (116) (23) (40)
Net cash used in investing activities ..................cccceovi i, _(11,326) ~(3,431) (25,033)
Cash flows from financing activities:
Net increase (decrease) in demand, NOW and savings deposit accounts... 5,709 (424) 3,918
Net increase (decrease) in fime deposits ...........ccoovvvvviviiiriiiiieciiiee e, (3,286) 15,352 6,701
Net increase (decrease) in securities sold under
repUrChase agre@mMent.............vvviiiiiiieie e et 5,940 (1,888) 2,170
Increase (decrease) in Federal funds purchased .................c...ccooein L 3,000 (6,000) 6,000
Increase {decrease) in advances from Federal Home L.oan Bank .............. - (6,200) 3,200
Proceeds from issuance of short-term notes payable.....................ccoveenn 160 - 6
Repayment of short-term notes payable ...................ccoeviiiiiiniiinn (160) - (6)
Dividends Paid ... ..coiiiiiii e (1,543) (1,512) (1,440)
Payments to acquire treasury Stock............cccooviiiiiiiiiiiiiiie e (295) {(685) (264)
Proceeds from sale of treasury stock..........cccvvviiiiniiini i 16 - -
Proceeds from issuance of common stock .....................cco 114 6 137
Net cash provided by (used in) financing activities...................... 9,655 (1.351) 20,422
Net increase (decrease) in cash and cash equivalents..................cc.cvvvvevvnnnen, 2,682 (261) (616)
Cash and cash equivalents at beginning of year................cc...ccovvieeiiinncenn, 4,364 4,625 5241 J
Cash and cash equivalents at end of year .............c.ccooocvviiiiiiiiiice $ 7.046 4,364 4,625
See accompanying notes to consolidated financial statements.
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FIRST McMINNVILLE CORPORATION

Consolidated Statements of Cash Flows, Continued
Three Years Ended December 31, 2001
Increase (Decrease) in Cash and Cash Equivalents

In Thousands

2001 2000 1999
Reconciliation of net earnings to net cash
provided by operating activities:
INEt @AIMINGS  .ovevieieeee et eee e ece e e e e ee ettt e aae s enie $ 4,147 3,896 4,216
Adjustments to reconcile net earnings to net
cash provided by operating activities:
Depreciation and amortization .............cc..ccevveeiiiiiiieeeiiires e, 200 159 178
Provision for possible 10an 10SSes........c.c..coovvieiiiiiiiviniiiiiiiiee 180 180 180
Provision for deferred taxes ...........cocoooovviiiiiiiiiiiriieee e 10 (2) 37
SeCUITHES GAINS....uuvvivieeeiiiiiieet it eeers et crae e e e e st e e ae e (26) - (46)
SECUTTHES 10SSES....uuviiiiiieiiiie e cee e eae e 6 - 16
FHLB dividend reinvestment..........c..cooouvmveiie e (74) (65) (52}
Gain on disposal of premises and equipment...............cc...cooeeeee.. - - (166)
Increase (decrease) in taxes payable, net.............cooccivivcnnni, 188 (128) (23)
Increase (decrease) in interest receivable ...............cccovvvinninn 333 (153) (293)
Increase (decrease) in interest payable..............cccccooevveiiinl. (647) 691 12
Increase (decrease in other assets and liabilities, net..................... 36 (57) (64)
Total adjustments ...........cccoeevieeiiiiiiee e 206 625 (221)
Net cash provided by operating activities................c........ $ 4353 4521 3,965
Supplemental Schedule of Non-Cash Activities:
Non-cash transfers from loans to other real estate.................ccccoeevveennnnnn, $ 100 70 74
Unrealized gain (loss) in value of securities available-for-sale,
net of income taxes of $769,000, $1,472,000
and $2,377,000, respectively ..........c..coovuiviiiiiice e $ 1256 2,407 (3,.884)
Non-cash transfers from other real estate
to bank premises and @QUIPMENL.........ccc..ccoovviiiiiiiiiir e $ - — i1

See accompanying notes to consolidated financial statements.
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Summary of Significant Accounting Policies

The accounting and reporting policies of First McMinnville Corporation (the “Company”) and its wholly-owned
subsidiary, the First National Bank of McMinnville (“Bank”) and the Bank’s wholly-owned subsidiary First
Community Title and Escrow Company are in accordance with accounting principles generally accepted in the
United States of America and conform to general practices within the banking industry. The following is a brief
summary of the significant policies.

(a)

(&)

(<)

loan payments are evaluated along with various other factors to determine if a loan is impaired. Generally, )

FIRST McMINNVILLE CORPORATION

Notes to Consolidated Financial Statements
December 31, 2001, 2000 and 1999

Principles of Consolidation
The consolidated financial statements include the accounts of the Company, its wholly-owned subsidiary,

First National Bank of McMinnville and the Bank’s wholly-owned subsidiary, First Community Title and
Escrow Co. All significant intercompany accounts and transactions have been eliminated in consolidation.

Nature of Operations

The Company is registered as a one bank holding company under the Bank Holding Company Act of 1956.
The Bank operates under a Federal Bank Charter and provides full banking services. As a national bank,
the subsidiary bank is subject to regulation by the Office of the Comptroller of the Currency. The prin-
cipal area served by First National Bank of McMinnville is Warren County, Tennessee and surrounding
counties in Middle Tennessee. Services are provided at the main office and four branches.

Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those estimates.
Material estimates that are particularly susceptible to significant change in the near term relate to determina-
tion of the allowance for possible loan losses and the valuation of debt and equity securities and the related
deferred taxes.

Loans

Loans are stated at the principal amount outstanding. Unearned discount, deferred loan fees net of loan
acquisition costs, and the allowance for possible loan losses are shown as reductions of loans. Loan origi-
nation and commitment fees and certain loan-related costs are being deferred and the net amount amortized
as an adjustment of the related loan’s yield over the contractual life of the loan. Unearned discount repre-
sents the unamortized amount of finance charges, principally related to certain installment loans. Interest
income on most loans is accrued based on the principal amount outstanding.

Staternent of Financial Accounting Standards (SFAS) No. 114, “Accounting by Creditors for Impairment of
a Loan” and SFAS No. 118, “Accounting by Creditors for Impairment of a Loan - Income Recognition and
Disclosures” apply to impaired loans except for large groups of smaller-balance homogeneous loans that
are collectively evaluated for impairment including residential mortgage and installment loans.

A loan is impaired when it is probable that the Company will be unable to collect the scheduled payments
of principal and interest due under the contractual terms of the loan agreement. Impaired loans are mea-
sured at the present value of expected future cash flows discounted at the loan’s effective interest rate, at the
loan’s observable market price, or the fair value of the collateral if the loan is collateral dependent. If the
measure of the impaired loan is less than the recorded investment in the loan, the Company shall recognize
an impairment by creating a valuation allowance with a corresponding charge to the provision for possible
loan losses or by adjusting an existing valuation allowance for the impaired loan with a corresponding
charge or credit to the provision for possible loan losses.

The Company’s consumer loans are divided into various groups of smaller-balance homogeneous loans that
are collectively evaluated for impairment and, thus, are not subject to the provisions of SFAS Nos. 114 and
118. Substantially all other loans of the Company are evaluated for impairment under the provisions of
SFAS Nos. 114 and 118.

The Company considers all loans on nonaccrual status to be impaired. Loans are placed on nonaccrual sta-
tus when doubt as to timely collection of principal or interest exists, or when principal or interest is past due
30 days or more unless such loans are well-secured and in the process of collection. Delays or shortfalls in
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Notes to Consoiidated Financial Statements, Continued

Summary of Sigrificant Accounting Policies, Continued

(d)

(e}

FIRST McMINNVILLE CORPORATION

December 31, 2001, 2000 and 1999

Loans, Continued

delinquencies under 90 days are considered insignificant unless certain other factors are present which indi-
cate impairment is probable. The decision to place a loan on nonaccrual status is also based on an evalua-
tion of the borrower’s financial condition, collateral, liquidation value, and other factors that affect the bor-
rower’s ability to pay.

Generally, at the time a loan is placed on nonaccrual status, all interest accrued and uncollected on the loan
in the current fiscal year is reversed from income, and all interest accrued and uncollected from the prior year
is charged off against the allowance for possible loan losses. Thereafter, interest on nonaccrual loans is rec-
ognized as interest income only to the extent that cash is received and future collection of principal is not in
doubt. If the collectability of outstanding principal is doubtful, such cash received is applied as a reduction
of principal. A nonaccrual loan may be restored to an accruing status when principal and interest are no
longer past due and unpaid and future collection of principal and interest on a timely basis is not in doubt.

Loans not on nonaccrual status are classified as impaired in certain cases when there is inadequate protec-
tion by the current net worth and financial capacity of the borrower or of the collateral pledged, if any. In
those cases, such loans have a well-defined weakness or weaknesses that jeopardize the liquidation of the
debt, and if such deficiencies are not corrected, there is a probability that the Company will sustain some
loss. In such cases, interest income continues to accrue as long as the loan does not meet the Company’s
criteria for nonaccrual status.

Generally, the Company also classifies as impaired any loans the terms of which have been modified in a
troubled debt restructuring. Interest is generally accrued on such loans that continue to meet the modified
terms of their loan agreements.

The Company’s charge-off policy for impaired loans is similar to its charge-off policy for all loans in that loans
are charged off in the month when they are considered uncollectible.

Allowance for Possible Loan Losses

The provision for possible loan losses represents a charge to earnings necessary, after loan charge-offs and
recoveries, to maintain the allowance for possible loan losses at an appropriate level which is adequate to
absorb estimated losses inherent in the loan portfolio. Such estimated losses arise primarily from the loan
portfolio but may also be derived from other sources, including commitments to extend credit and standby
letters of credit. The level of the allowance is determined on a quarterly basis using procedures which
include: (1) categorizing commercial and commercial real estate loans into risk categories to estimate loss
probabilities based primarily on the historical loss experience of those risk categories and current economic
conditions; (2) analyzing significant commercial and commercial real estate credits and calculating specific
reserves as necessary; (3) assessing various homogeneous consumer loan categories to estimate loss proba-
bilities based primarily on historical loss experience; (4) reviewing unfunded commitments; and (5) consid-
ering various other factors, such as changes in credit concentrations, loan mix, and economic conditions
which may not be specifically quantified in the loan analysis process.

The allowance for possible loan losses consists of an allocated portion and an unallocated, or general por-
tion. The allocated portion is maintained to cover estimated losses applicable to specific segments of the loan |}
portfolio. The unallocated portion is maintained to absorb losses which probably exist as of the evaluation
date but are not identified by the more objective processes used for the allocated portion of the allowance
due to risk of errors or imprecision. While the total allowance consists of an allocated portion and an unal-
located portion, these terms are primarily used to describe a process. Both portions of the allowance are
available to provide for inherent loss in the entire portfolio.

The allowance for possible loan losses is increased by provisions for possible loan losses charged to expense
and is reduced by loans charged off net of recoveries on loans previously charged off. The provision is based
on management’s determination of the amount of the allowance necessary to provide for estimated loan
losses based on its evaluation of the loan portfolio. Determining the appropriate level of the allowance and
the amount of the provision involves uncertainties and matters of judgment and therefore cannot be deter-

mined with precision. j
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FIRST McMINNVILLE CORPORATION

Notes to Consolidated Financial Statements, Continued
December 31, 2001, 2000 and 1999

(1) Summary of Significant Accounting Policies, Continued

() Debt and Equity Securities
The Company follows the provisions of Statement of Financial Accounting Standards No. 115, “Accounting

for Certain Investments in Debt and Equity Securities”. Under the provisions of the Statement, securities are
classified in three categories and accounted for as follows:

e Securities Held-to-Maturity
Debt securities that the enterprise has the positive intent and ability to hold to maturity are classified as
held-to-maturity securities and reported at amortized cost. Amortization of premiums and accretion of
discounts are recognized by the interest method.

e Trading Securities
Debt and equity securities that are bought and held principally for the purpose of selling them in the

near term are classified as trading securities and reported at fair value, with unrealized gains and
losses included in earnings.

® Securities Available-for-Sale
Debt and equity securities not classified as either held-to-maturity securities or trading securities are
classified as available-for-sale securities and reported at estimated fair value, with unrealized gains and
losses excluded from earnings and reported in a separate component of stockholders’ equity. Amorti-
zation and accretion of discounts are recognized by the interest method.

No securities have been classified as trading securities.

Realized gains or losses from the sale of debt and equity securities are recognized based upon the specific
identification method.

(g} Premises and Equipment
Premises and equipment are stated at cost. Depreciation is computed primarily by the straight-line
method over the estimated useful lives of the related assets. Gain or loss on items retired and
otherwise disposed of is credited or charged to operations and cost and related accumulated depre-
ciation are removed from the asset and accumulated depreciation accounts.

Expenditures for major renewals and improvements of premises and equipment are capitalized and
those for maintenance and repairs are charged to earnings as incurred.

(h) Long-Lived Assets
Statement of Financial Accounting Standards No. 121, “Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to be Disposed Of” requires that long-lived assets and certain identifiable
intangibles to be held and used or disposed of by an entity be reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. Management
has determined that no impairment loss need be recognized for its long-lived assets.

(i) Other Real Estate
Real estate acquired in settlement of loans is initially recorded at the lower of cost (loan value of
real estate acquired in settlement of loans plus incidental expense) or estimated fair value, less esti-
mated cost of disposal. Based on periodic evaluations by management, the carrying values are
reduced by a direct charge to earnings when they exceed net realizable value. Costs relating to the
development and improvement of the property are capitalized, while holding costs of the proper-
ty are charged to expense in the period incurred.

(i) Income Taxes
Provisions for income taxes are based on taxes payable or refundable for the current year (after exclusion
of non-taxable income such as interest on state and municipal securities) and deferred taxes on temporary
differences between the amount of taxable and pretax financial income and between the tax bases of assets
and liabilities and their reported amounts in the financial statements. Deferred tax assets and liabilities are

included in the financial statements at currently enacted income tax rates applicable to the period in which

the deferred tax asset and liabilities are expected to be realized or settled as prescribed in Statement of Finan-
cial Accounting Standards No. 109, “Accounting for Income Taxes”. As changes in tax laws or rates are
enacted, deferred tax assets and liabilities are adjusted through the provision for income taxes.
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(1) Summarv of Significant Accounting Policies, Continued

() Income Taxes, Continued
The Company and its subsidiary file a consolidated Federal income tax return. Each corporation provides
for income taxes on a separate-return basis.

(k) Pension Expense
Effective December 31, 1998, the Company adopted the provisions of Statement of Financial Accounting

Standards (SFAS) No. 132, “Employers’ Disclosure about Pensions and Other Postretirement Benefits”. The
provisions of SFAS No. 132 revised disclosures about pension and other postretirement benefit plans includ-
ing a reconciliation of beginning and ending balances of the benefit obligation, the beginning and ending bal-
ances of the fair value of plan assets, the discount rate, the rate of compensation increase used to determine
the projected benefit obligation and the expected return on plan assets. The provisions of SFAS 132 did not
change the measurement or recognition of the plan. Accordingly, the net pension expense consists of ser-
vice costs, interest cost, return on pension assets and amortization of untrecognized initial excess of project-
ed benefits over plan assets and actuarial gains and losses.

(1} Advertising Costs
Advertising costs are expensed when incurred.

(m) Cash and Cash Eqguivalents
For purposes of reporting cash flows, cash and cash equivalents include cash on hand, amounts due from

banks and Federal funds sold. Generally, Federal funds sold are purchased and sold for one-day periods.
The Bank maintains deposits with other financial institutions in excess of the Federal insurance amounts.
Management makes deposits only with financial institutions it considers to be financially sound.

(n) Reclassifications
Certain reclassifications have been made to the 2000 and 1999 figures to conform to the presentation for 2001.

(o) Off-Balance-Sheet Financial Instruments
In the ordinary course of business the subsidiary bank has entered into off-balance-sheet financial instruments
consisting of commitments to extend credit, commitments under credit card arrangements, commercial letters of
credit and standby letters of credit. Such financial instruments are recorded in the financial statements when they
are funded or related fees are incurred or received.

(2) Loans and Allowance for Possible Loan Losses

Loans and allowance for possible loan losses at December 31, 2001 and 2000 are summarized as follows:
In Thousands

2001 2000
Commercial, financial and agricultural..............cccociviiiiniviiiiniee $ 37,073 37,814
Real estate - conStrUctON ... 5,482 3,134
Real estate - Mortgage...........oooevvveiiciiiriiiiiiii e 95,774 92,172
COMSUIMEBY ...ttt ettt e e e sta e 2.402 2,926
140,731 136,046
Less allowance for possible loan losses...............ccccccviiiiiiiceiinnn . {(1,804) _(1,711)

$138,927 134,335

In the normal course of business, the Company’s subsidiary has made loans at prevailing interest rates and terms
to directors and officers of the Company, and to their affiliates. The aggregate dollar amount of these loans was
$6,348,000 and $6,236,000 at December 31, 2001 and 2000, respectively. During 2001, $4,748,000 of such
loans were made and repayments totaled $4,636,000. During 2000, $3,521,000 of such loans were made and
repayments totaled $3,784,000. As of December 31, 2001, none of these loans were restructured, nor were any
related party loans charged-off during the past three years.

No loans had been placed on non-accrual status during 2001 and 2000. !
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Loans and Allowance for Possible Loan Losses, Continued

The principal maturities on loans at December 31, 2001 are as follows:
In Thousands

Commercial,
Financial Real
and Real Estate - Estate -
Agricultural Construction Mortgage Consumer Total
3 monthsorless........cccoeeerveviinnnen... $ 12,629 - 14,548 629 27,806
3to1Z2months ...cccccevveviviiieeineeenannn, 4,734 5,482 3,923 852 14,991
Tto5years.....ccoccoevneveeiiinricenn, 19,170 - 66,037 921 86,128
Over 5 years......c..ccovevvenecvininnn. 540 - 11,266 - 11.806
$ 37.073 5,482 95,774 2.402 140,731

At December 31, 2001, variable rate and fixed rate loans totaled approximately $7,196,000 and $133,535,000,
respectively. At December 31, 2000, variable rate and fixed rate loans totaled approximately $7,217,000 and
$128,829,000, respectively.

Transactions in the allowance for possible loan losses for the years ended December 31, 2001, 2000 and 1999 are
summarized as follows:

In Thousands

2001 2000 1999
Balance - beginning of year................ccocoeciiniinin. $ 1,711 1,502 1,495
Provision charged to operating expenses........................ 180 180 180
1,891 1,682 1,675
Loans charged-off ........cc...ccooi i (151) (86) (209)
Recoveries on 108Ses............oocviiiiiiiiiiiiiiecei 64 115 36
Net recoveries (charge-offs)...........cc..ccoeeviennnnn. {87) 29 (173)
Balance - end of year............ococeeiiiiiiivi $ 1804 1,711 1,502

The Company’s principal customers are basically in the Middle Tennessee area with a concentration in Warren
County, Tennessee. At December 31, 2001, the Company had loans to customers in the nursery industry total-
ing approximately $10,226,000 as compared to $10,426,000 at December 31, 2000. Credit is extended to busi-
nesses and individuals and is generally evidenced by promissory notes. The terms and conditions of the loans
including collateral vary depending upon the purpose of the credit and the borrower’s financial condition.

Impaired loans and related loan loss reserve amounts at December 31, 2001 and 2000 were as follows:
In Thousands

2001 2000
Recorded investment...................cooevveieeeeiinenn, $1,693 1,785
Loan l0ss reserve ..........ooovcvvviiiieiiceiiciiine e _ $ 533 785

The average recorded investment in impaired loans for the years ended December 31, 2001 and 2000 was
$1,714,000 and $1,805,000, respectively.

The related total amount of interest income recognized on the accrual basis for the period that such loans were
impaired was $146,000 and $163,000 for 2001 and 2000, respectively.
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{3) Debt and Equity Securities

Debt and equity securities have been classified in the balance sheet according to management’s intent. The
Company's classification of securities at December 31, 2001 is as follows:

Securities Held-To-Maturity (In Thousands)

2001
Gross Gross Estimated
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
U.S. Treasury and other U.S. Government
agencies and corporations..............ccccceeeennn. $ 23,419 291 22 23,688
Obligations of states and political subdivisions ... 34,987 467 242 35,212
Corporate and other securities........................... 3,792 202 - 3,994
Mortgage-backed securities.....................cccevvn. 1,681 13 - 1,694
$ 63,879 973 264 64,588
Securities Available-For-Sale (In Thousands)
2001
Gross Gross Estimated
Amortized Unrealized  Unrealized Market
Cost Gains Losses Vaiue
U.S. Treasury and other U.S. Government
agencies and corporations....................c........ $ 58,021 433 386 58,068
Obligations of states and political subdivisions ... 1,884 28 - 1,912
Corporate and other securities.................cc..e.... 2,155 22 - 2,177
Mortgage-backed securities...............cccceceennnenn. 6,675 3 31 6,647
$ 68,735 486 417 68,804

Debt and equity securities at December 31, 2000 consist of the following:
Securities Held-To-Maturity (In Thousands)

2000
Gross Gross Estimated
Amortized Unrealized Unrealized Market
Cost Gains Losses Yalue
U.S. Treasury and other U.S. Government
agencies and corporations..............ceceeeenn... $ 8,469 26 202 8,293
QObligations of states and political subdivisions ... 27,049 398 125 27,322
Corporate and other securities........................... 1,992 - - 1,992
Mortgage-backed securities....................ccccevens 1,900 - 32 1,868
$ 35410 424 359 39,475
Securities Available-For-Sale (In Thousands)
2000
Gross Gross Estimated
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
U.S. Treasury and other U.S. Government
agencies and corporations.................ceevveen... $ 82119 38 1,884 80,273
Obligations of states and political subdivisions ... 868 21 - 889
Corporate and other securities........................... 2,082 - 67 2,015
Mortgage-backed securities................cccvveevenn. . 1,679 - 64 1.615

$ 86,748 59 2,015 34,792 )
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(3) Debt and Equity Securities, Continued

The amortized cost and estimated market value of debt securities at December 31, 2001, by contractual
maturity, are shown below. Expected maturities will differ from contractual maturities because bor-
rowers may have the right to call or prepay obligations with or without call or prepayment penaities.

In Thousands

Estimated

Amortized Market
Securities Held-To-Maturity Cost Value
Dueinoneyear orless............ccccoooovvveneeereenninnn. $ 1,943 1,967
Due after one year through five years................... 11,600 11,858
Due after five years through ten years................... 22,331 22,823
Due after ten years ..............coeeeeiiiiinieiiiine e 26,772 26,707
Corporate and other securities....................ceeeeunns 1,233 1,233

$ 63.879 64,588

In Thousands

Estimated
Amortized Market
Securities Available-For-Sale Cost Value
Dueinonevyearorless..................coeoeeiieeiiinn, $ - -
Due after one year through five years.................... 23,193 22,982
Due after five years through ten years................... 22,328 22,631
Due after ten years ...........o.ccooeieiiiniiie e 22,058 22,035
67,579 67,648
Federal Home Loan Bank stock...........ccc..c..coeeen. 1,065 1,065
Federal Reserve Bank stock..........ccccceviviniiinnnnnnn, 91 91

$ 68,735 68,804

Results from sales of debt and equity securities are as follows: In Thousands

For the Year Ended December 31, J
2001 2000 1999
Gross proceeds .........cccoeevveviiineinnenn.. $ 2,703 — 3,898
Gross realized gains.............c...cccoveveennn. $ 26 - 46
Gross realized 10SS€S.........cccvveeeeeiviiinnn. {6) — (16)
Net realized gains ............ccoccveveerreeensn $ 20 - 30

Included in the above gains and losses table are realized gains of $26,000 in 2001 and realized gains of $22,000
in 1999, respectively, related to calls of securities classified as held-to-maturity.

Securities with approximate carrying values of $51,987,000 (approximate market value of $52,150,000) and
$59,990,000 (approximate market value of $59,977,000) at December 31, 2001 and 2000, respectively, were
pledged to secure public deposits, securities sold under agreements to repurchase and for other purposes required
or permitted by law.

Included in the securities at December 31, 2001, are approximately $16,525,000 at amortized cost {approximate
market value of $16,655,000) in obligations of political subdivisions located within the State of Tennessee.
Management purchases only obligations of such political subdivisions it considers to be financially sound.

Securities that have rates that adjust prior to maturity totaled $3,488,000 (market value $3,495,000) at
\ December 31, 2001 as compared to $2,615,000 (market value $2,598,000) at December 31, 2000. )}
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Debt and Equity Securities, Continued

included in the securities portfolio is stock of the Federal Home Loan Bank amounting to $1,065,000 and
$991,000 at December 31, 2001 and 2000, respectively. The stock can be sold back at par and only to the
Federal Home Loan Bank or to another member institution.

Federal Reserve Bank stock totaling $91,000 at December 31, 2001 and 2000, respectively can only be sold back
at par and only to the Federal Reserve Bank or to another member institution.

Premises and Equipment ‘
The detail of premises and equipment at December 31, 2001 and 2000 is as follows:

In Thousands

2001 2000
Land. ..o $ 400 400
BUIINGS ..o 2,468 2,487
Furniture and equipment.............cooooiiiieieee i 1,673 2,223
4541 5,110
Less accumulated depreciation................ccciooeeeveiiieiiiiinin, (2.470) (2,882)
$ 2,071 2,228

Deposits

Deposits at December 31, 2001 and 2000 are summarized as follows:
In Thousands

2001 2000
Demand deposits..........ccccooiiiiiiiiiii e $ 20,669 18,108
Negotiable order of withdrawal accounts.........c.ccccceocvinrrnrinnn 28,080 27,597
Money market demand accounts ............cccoovvevivieiiniieencennnns 8,477 8,001
Savings deposits.............coiiiiiiiiiiieie e 28,200 26,011
Certificates of deposit $100,000 or greater.................ccccoc......, 45,582 47,452
Other certificates of deposit............ccccooeeiiviiiieiiic e 68,083 70,747
Individual retirement accounts $100,000 or greater................. 3,968 3,758
Other individual retirement accounts ............ccooeeveiiiiiiiiiannen. 10,216 0.178

$ 213,275 210,852

Principal maturities of certificates of deposit and individual retirement accounts at December 31, 2001 are as

follows:
In Thousands

Single Deposits Single Deposits

Maturity Under $100.000 Over $100.500 Total
3monthsorless..............ccoociviiniinieenn. $ 31,447 14,114 45561
3tobmonths.............cccooi 16,375 17,143 33,518
6tol2months.......cccocooiiii 14,326 8,914 23,240
1105 YearS ..o 16,151 9,379 25,530

$ 78,299 49 550 127,849

The Bank is required to maintain cash balances or balances with the Federal Reserve Bank or other correspondent
banks based on certain percentages of deposit types. The average required amounts for the years ended
December 31, 2001 and 2000 were approximately $1,137,000 and $1,158,000, respectively.

~ —
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Securities Sold Under Repurchase Agreements

The maximum amounts of outstanding repurchase agreements during 2001 and 2000 were $22,569,000 and
$17,634,000, respectively. The average daily balance outstanding during 2001, 2000 and 1999 was
$17,566,000, $14,128,000 and $15,044,000, respectively. The underlying securities are typically held by other
financial institutions and are designated as pledged.

Advances from Federal Home Loan Bank
Advances from Federal Home Loan Bank (FHLB) at December 31, 2001 and 2000 consist of the following:

Initial In Thousands
Original Fixed Rate 2001 2000
Note Date Maturity Date Rate Period Amount Amount
April 30, 1998 April 30, 2008 5.60 24 Months $1.000 $1.000

The FHLE has the right to convert the fixed rate on these advances at the end of the initial fixed rate period and J
on a quarterly basis thereafter with a one business day notice. If the conversion option is exercised, the advance
will be converted to a three month LIBOR-based advance at a spread of zero basis points to the LIBOR index.
Securities totaling $3,000,000 and $10,000,000 were pledged to FHLB as collateral at December 31, 2001 and i
2000, respectively.

Non-Interest Income and Non-Interest Expense

The significant components of non-interest income and non-interest expense for the years ended
December 31 are presented below:

In Thousands

2001 2000 1999
Non-interest income:

Service charges on deposits...........cccovcreveiieniiieiieeie $ 483 485 465
Other fees and commissions ..........cccccccovveiveiniiiiceiiiic e, 52 86 %1
Commissions on fiduciary activities.........cc...oeeevverevinnnieennne, 47 74 62
Security gains, Net.........occciiviiiiiiiiiiiice e 20 - 30
Gain on disposal of premises and equipment..................... - - 166
Other INCOME ......ovviiceeec e 23 26 32
Total non-interest income............c.ccccoveiiiinnnni e $ 625 671 846

Non-interest expense:
Salaries and employee benefits.............cccocoveviinieiiiiinncnne. $ 2,757 2,629 2,513
Cccupancy expenses, Net ......ccccivveeriiviiicniieee e 205 202 203
Furniture and equipment expenses..............ccceveeeeeiinieene, 225 238 293

FDIC INSUTANCE.......eeeiieeeeee ettt 39 41 23

Other operating eXpenses .............ooceeeeveiiveeeeiinrieeeeiiieeeenes 955 901 926
Total non-interest expense ..............ccceevvevviineennn. $4,181 4,011 3.958
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(9) Income Taxes

The components of the net deferred tax asset are as follows:
In Thousands
December 31,

2001 2000
Deferred tax asset:
Federal .......cooovv e 3 451 1,037
SHALL e 85 195
536 1,232
Deferred tax liability:
Federal .....ooooviiereii e (323) (253)
SHALR ..ot (61) (47)

The tax effects of each type of significant item that gave rise to deferred taxes at December 31 are:
in Thousands

2001 2000
Financial statement allowance for possible
loan losses in excess of tax AlloWaNCe ............oovvvivivieeiiie e e $ 536 489
Excess of depreciation deducted for tax purposes over the
amounts deducted in the financial statements ...................ccccooeee i, (135) (114)
Book pension expense under
the allowable tax dedUcHon . ... (79) (71)
Unrealized (gain} loss in investment securities available-for-sale......................... (26) 743
FHLB stock dividends excluded for tax purposes .......cc..cccovcvveeeivevirieiiiiinenenn, (144) (115)
$ 152 932

The components of income tax expense (benefit) are summarized as follows:
In Thousands

Federal State Total

2001
CUIT@NE. .ot ee e $ 1,388 350 1,738
Deferred .. ..o, 8 2 10
TOtal v $ 1,396 352 1,748

2000
010 13 1 USSR $ 1,418 342 1,760
Deferred......cooooviiiii e (2) — (2)
Total oo $ 1.4i6 342 1,758

1999
CUITENL. ...t $ 1,521 367 1,888
Deferred ... 32 6 38
Total ..o $ 1,553 373 1,926
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(9) Income Taxes, Continued

A reconciliation of actual income tax expense of $1,748,000, $1,758,000 and $1,926,000 for the years ended
December 31, 2001, 2000 and 1999, respectively, to the “expected” tax expense (computed by applying the
statutory rate of 34% to earnings before income taxes) is as follows:

In Thousands

2001 2000 1999

Computed “expected” tax expense..............ccccovrveervrenn... $ 2,004 1,922 2,088
State income taxes, net of Federal

income tax benefit ...........coccoiiii 232 225 246
Tax exempt interest, net of interest

expense exclUSIon ............cooevvviieiieiieiieee e (475) (400) (425)

Other, Net........oooiiiiiii e {13) 11 17

$1,748 1,758 1,926

Total income tax expense for 2000 and 1999 includes income tax expense of $7,000 and $11,000, respectively,
related to gains on sales of securities.

The subsidiary bank has in effect a defined benefit noncontributory pension plan which covers substantially all
employees over 21 years of age after they have been employed one year. The subsidiary’s funding policy pro-
vides that payments to the pension trust shall be an amount equal to the plan’s actuarial determined normal cost
plus an amount required to amortize the prior service cost over ten years.

(10) Employee Benefit Plans E

Reconciliation of the benefit obligation and the fair value of plan assets is as follows:

In Thousands i
2001 2000
Benefit obligation:
Obligation at JANUATY 1........c.coiiiiiiiii e e $ 2,901 2,940
S@IVICE COSES....oiiiviriiiiiiiiiiiee ettt et it ir e s ser e e e s itb e e e s et taaesrintaeessesntbaaaeseiaeneeens 126 123
INEEY@ST COSIS...iiiiiiiiiiiiiiiiee ettt ettt e e e e teb e e eabaaee e 199 201
Benefit PAYMENtS..........oooiiii i e (30) (401)
ACtUATIA] GQAINS ...vvveeiceececiree ettt eeiirt e 44 38
Obligation at December 31 ........c.cccoiiiiiiiiii e $ 3.240 2,901
Fair value of plan assets:
Fair value at January 1 ..........cccoiiiiiiiiiieiiei e $ 2,880 3,003
Actual return on plan @sSelS............ccciivieiiiiiiii e 12 194
Employer contributions, net of refund.................o.ccoooe i 132 84
Benefit payments.........cccccooiiiiiiiii (30) {(401)
Fair value at December 31 ........cccooiiii e, $ 2,994 2.880

N
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{10) Employee Benefit Plans, Continued

The following table sets forth the plans’ funded status and amounts recognized in the Company’s consolidated
balance sheet at December 31, 2001 and 2000:
In Thousands

2001 2000

Actuarial present value of benefits obligations:

Accumulated benefit obligation, including vested benefits

of $2,231,000 and $1,975,000, respectively ..........ccoccvovrecrevr e, $ 2257 1,994

Actuarial present value of projected benefits obligation.................ccccoceeiniiinn $ 3,240 2,901
Plan assets at fair market value...............ccoooiiiiii e 2994 2,880

Projected benefit obligation over (under) plan assets..............ccoocecenrricinnnne 246 21

Unamortized net asset being recognized over 30 years.............c.....oooeeennn. (330) (352)

Unrecognized net Gain ..ottt e (123) 144

Net pension liability (asset) recognized in the
consolidated balance sheets..............oooviiviiiii $  (207) (187)

DASCOUNT YAIC....ceiiieiii ittt 6.5% 6.5%
Rate of increase in compensation levels....................ccoccoiiiiiiie e, 5.0% 5.0%
Long-term rate of TEUIN ON @SS@IS..........cciiiviiieeei e iee e e 8.0% 8.0%

Total pension expense including prior service costs amortization amounted to $112,000 in 2001, $105,000 in 2000,
and $97,000 in 1999. The pension expense for 2001, 2000 and 1999 is comprised of the following components.

In Thousands
2001 2000 1999

Service cost-benefits earned during the period.................occoooeve $ 125 123 112
Interest cost on projected benefit obligation ...............oecoooeiiiienne, 199 201 181
Expected return on plan @ssets .........ccc.ooiivevvioiiiirieeiiiieee e (229) (236) (213)
Net amortization and deferral...................ccooooiiii 17 17 17

$ 112 105 97

In December, 1988 the Bank has adopted a 401(k) plan which covers eligible employees. To be eligible, an
employee must have obtained the age of Z1 and must have completed 1 year of service. The provisions of the
plan provide for both employee and employer contributions. For the years ended December 31, 2001, 2000 and
1999, the Bank contributed $51,000, $52,000 and $50,000, respectively, to the plan.

{11) Regulatory Matters and Restrictions on Dividends

The Company and its wholly-owned subsidiary are subject to regulatory capital requirements administered by the
Comptroller of the Currency, the Federal Deposit Insurance Corporation and the Federal Reserve. Failure to meet
minimum capital requirements can initiate certain mandatory and possibly additional discretionary-actions by reg-
ulators that, if undertaken, could have a direct material effect on the Company’s financial statements. The
Company’s capital classifications are also subject to qualitative judgments by the Regulators about components,
risk weightings and other factors. Those qualitative judgments could also affect the Company’s and the Bank’s
capital status and the amounts of dividends the subsidiary may distribute. At December 31, 2001, management
believes that the Company and the Bank meet all such capital requirements to which they are subject.
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(11) Regulatory Matters and Restrictions on Dividends, Continued ’ l

The Company and the Bank are required to maintain minimum amounts of capital to total “risk weighted” assets,
as defined by the banking regulators. At December 31, 2001, the Company and its bank subsidiary are required
to have minimum Tier I and total risk-based capital ratios of 4.0% and 8.0%, respectively. The Company’s actu-
al ratios at that date were 26.4% and 27.5%, respectively. The leverage ratio at December 31, 2001 was
14.6% and the minimum requirement was 4.0%. I

As of December 31, 2001, the Company is categorized as “well capitalized” under the regulatory framework for
prompt corrective action. There are no conditions or events since the notification that management believes
have changed the Company’s category.

(12) Commitments and Contingent Liabilities L

The Company has an unsecured $2,000,000 line of credit with another financial institution. The Bank has lines
of credit with other financial institutions totaling $10,000,000. At December 31, 2001, there was $5,000,000
F outstanding under these lines of credit. At December 31, 2000, there was $2,000,000 outstanding under these
lines of credit.

(13) Concentration of Credit Risk

Substanially all of the Company’s loans, commitments, and commercial and standby letters of credit have been
granted to customers in the Company’s market area. Virtually all such customers are depositors of the Bank. I
Investment in state and municipal securities also include governmental entities within the Company’s market area.

The concentrations of credit by type of loan are set forth in note 2 to the consolidated financial statements.

At December 31, 2001, the Company’s cash and due from banks included commercial bank deposit accounts
aggregating $4,896,000 in excess of the Federal Deposit Insurance Corporation limit of $100,000 per institution.

(14) Financial Instruments with Off-Balance-Sheet Risk

The Company is party to financial instruments with off-balance-sheet risk in the normal course of business to meet
the financing needs of its customers. These financial instruments consist primarily of commitments to extend
credit. These instruments involve, to varying degrees, elements of credit risk in excess of the amount recognized
in the consolidated balance sheets. The contract or notional amounts of those instruments reflect the extent of
involvement the Company has in particular classes of financial instruments.

L The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial instru-
ment for commitments to extend credit is represented by the contractual notional amount of those instruments.
The Company uses the same credit policies in making commitments and conditional obligations as it does for on-
balance-sheet instruments.
In Thousands
Contract or
Notional Amount
2001 2000
Financial instruments whose contract amounts represent credit risk:
F Commercial loan commitMents ...........cccooiiiiiiiiiiii e e ee e $ 235 432 !
Unfunded Hnes-of-credit . ........ooiiiiiiie e 9,689 9,574
Letters of credit.........oooiiviiiiiiiii e 5,079 4120
TOtAL ...t $15,003 14,126

N
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FIRST McMINNVILLE CORPORATION

Notes to Consolidated Financial Statements, Continued
December 31, 2001, 2000 and 1999

Financial Instruments with Off-Balance-Sheet Risk, Continued

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condi-
tion established in the contract. Commitments generally have fixed expiration dates or other termination clauses
and may require payment of a fee. Since many of the commitments are expected to be drawn upon, the total
commitment amounts generally represent future cash requirements. The Company evaluates each customer’s
credit-worthiness on a case-by-case basis. The amount of collateral, if deemed necessary by the Company upon
extension of credit, is based on management’s credit evaluation of the counterparty. Collateral normally consists
of real property.

First McMinnville Corporation -
Parent Company Financial Information

FIRST McMINNVILLE CORPORATION
(Parent Company Only)

BALANCE SHEETS
December 31, 2001 and 2000

In Thousands

2001 2000
Assets
CaSH . $ 1,319 1,200*
Investment in commercial bank subsidiary ................cocoeiiiii 41,224* 37,663*%
Due from commercial bank subsidiary ...........coccccoiiiiiii 35% 20*
TOLAL ASSLS ..o eeeeeee e ettt $ 42578 38.883
Liabilities and Stockholders’ Equity
Dividend payable ..............ccooiiiiiii e $ 1.198 1,176
Stockholders’ equity:
Common stock, par value $2.50 per share, authorized 5,000,000 shares,
issued 611,215 and 609,225 shares, respectively.................ccoeeeeeviiiiniiiineennne. 1,528 1,523
Additional paid-in capital.............ccooiiiiiiiii 1,869 1,760
Retained @arnings............ooooviiiiiiiiiiiiiiir e 41,703 39,121
Net unrealized gains (losses) on available-for-sale securities,
net of income taxes of $26,000 and
$743,000, 1eSPeCHVElY .........ceooiieiiiiiceei ettt 43 (1,213)
45,143 41,191
Less cost of treasury stock of 0,277 and 86,767 shares,
FESPECHVEIY .. ..viiiiiiiiiee ettt e e e et e et e et r e e (3,763) (3,484)
Total stockholders’ equity ..........c...oovviiiiiiiiiicii e 41,380 37,707
Total liabilities and stockholders’ equity..............c..cccoooiiiiiiiiice $ 42578 38,883
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(15) First McMinnvilie Corporation -
Parent Company Financial Information, Continued

FIRST McMINNVILLE CORPORATION
(Parent Company Only)

For the Three Years Ended December 31, 2001

FIRST McMINNVILLE CORPORATION
Notes to Consolidated Financial Statements, Continued

STATEMENTS OF EARNINGS AND COMPREHENSIVE EARNINGS

In Thousands

2001 2000
Income:
Dividends from commercial bank subsidiary ..........c.......occceoieinnens $1,867% 2,175*
OFher @XPNSES ... .ovviviiiiiie e 40. 7
Earnings before Federal income tax benefits and
equity in undistributed earnings of
commercial bank subsidiary.................ccooiiii 1,827 2,168
Federal income tax benefit .................ccccooeiiiiiiiiii 15 3
1,842 2,171
Equity in undistributed earnings of
commercial bank subsidiary ...........c.cocoeiiiiiii 2,305*% 1,725+
Net @arNINGS. ... cuveviiiiiei it e 4,147 3,896
Other comprehensive earnings, net of tax:
Unrealized gains (losses) on available-for-sale
securities arising during the year, net of taxes
of $766,000, $1,472,000 and
$2,373,000, respectively ..........coooieeioiiiieie e, 1,252 2,407
Less: reclassification adjustment for {gains) losses
included in net earnings, net of taxes of $2,000 and
$3,000 in 2001 and 1999, respectively ..............cccocveeviinininnn.., 4 —
Other comprehensive earnings (108s) ..............cccccooiiil 1.256 2.407
Comprehensive earnings .............ccccoocoovveivecivecinieeeeeenn. $ 5,403 6,303

*Eliminated in consolidation.
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(15) First McMinnville Corporation -
Parent Company Financial Information, Continued
FIRST McMINNVILLE CORPORATION
{Parent Company Only)
STATEMENTS OF STOCKHOLDERS' EQUITY
For the Three Years Ended December 31, 2001

In Thousands

Net Unrealized
Gains (Losses)
On
Additional Available
Common  Paid-in Retained Treasury For-Saie
Stock Capital Earnings Stock Securities Total

Balance December 31, 1998 ................. $1,517 1,623 34,017 (2,535) 264 34,886
Net earnings........c.cccccoeeeiiivvivinneiieeeieeinns - - 4216 - - 4216
Issuance of 2,355 shares

of common stock .............cveviiiviiiiinn, 6 131 - - - 137
Cash dividends declared

($2.80 per share) ..........cccccveeveennnnn. - - (1,491) - - (1,491)
Cost of 3,851 shares of treasury stock .... - - - (264) - (264)

Net change in unrealized gains (losses)
on available-for-sale securities
during the year, net of

taxes of $2,377,000...........ccoeviiiennn. — — — — (3,884) (3,884)
Balance December 31, 1999 SR 1,523 1,754 36,742 (2,799) (3,620) 33,600
Net earnings .........cccceeeveviviiinniniieneneeinennns - - 3,896 - - 3,896
Issuance of 105 shares

of common stock ... - 6 - - - 6
Cash dividends declared

($2.90 per share) ..........ccccoccevveenn.n, - - (1,517} - - (1,517)
Cost of 9,547 shares of treasury stock .... - - - (685) - (685)

Net change in unrealized gains (losses)
on available-for-sale securities
during the year, net of

taxes of $1,472,000..........c..cceeveen. - - - - 2,407 2,407
Balance December 31, 2000 .................. 1,523 1,760 39,121 (3,484) (1,213) 37,707
Net earnings ........c...coovevviinviviieneeeeiiniins - - 4147 — — 4147
Issuance of 1,960 shares

of common stock ..........c.vviiiiinniiins 5 109 — — — 114
Cash dividends declared

($3.00 per share) ........cocoeveeiiiienenn - - (1,565) - - (1,565)
Cost of 3,710 shares of treasury stock .... — — — (295) — (295)
Sale of 200 shares of treasury stock........ - - - 16 - 16

Net change in unrealized gains (losses)
on available-for-sale securities
during the year, net of

taxes of $769,000...........c...cccoeurii... — - — - 1,256 1,256
Balance December 31, 2001 .................. $1.528 1,869 41,703 (3.763) 43 41,380
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FIRST McMINNVILLE CORPORATION

Notes to Consolidated Financial Statements, Continued %
December 31, 2001, 2000 and 1999

Parent Company Financial Information, Continued

FIRST McMINNVILLE CORPORATION
{Parent Company Only)

STATEMENTS OF CASH FLOWS
For the Three Years Ended December 31, 2001

Increase {Decrease) in Cash and Cash Equivalents

In Thousands

2001 2009 1999
Cash flows from operating activities: i
Cash paid to SUPPlers.......cccco.ooeiiiiiieiiiiie e $ (40) (8) (19)
Income tax benefit received from
commercial bank subsidiary.............cccccooviiiiiii e, - - -
Net cash used in operating activities ............................... (40) (8) (19)
Cash flows from investing activities:
Dividend received from commercial bank subsidiary....................... 1,867 2,175 1,575
Net cash provided by investing activities......................... 1,867 2,175 1,575
Cash flows from financing activities: |
Proceeds from issuance of short-term notes payable...................... 160 - 6
Repayment of short-term notes payable...............c.coocoeeviiinn. (160) - (6)
Dividends paid............ccoooriiiiiiiiisiiceer e (1,543) (1,512) (1,440)
Payments made to acquire treasury stock.............cccccevvieiiniiiiinnn. (295) (685) (264)
Proceeds from sale of treasury stock .........ccocoooivniinii 16 - -
Proceeds from issuance of common stock............coooceo i 114 6 137
Net cash used in financing activities..................ccceeuvnee.. (1,708) {2.191) (1,567)
Net increase (decrease) in cash and cash equivalents...... 119 (24) (11)
Cash and cash equivalents at beginning of year............c...cc.ocioinnienn. 1,200 1,224 1,235
Cash and cash equivalents at end of year..............cocoeoeeeiniiniiinnee. $ 1.319 1,200 1,224

Reconciliation of net earnings to net cash used in
operating activities:
INet @arniNgGS......vveivveeiierie e et $ 4147 3,896 4,216

Adjustments to reconcile net earnings to net cash
used in operating activities:

Equity in earnings of commercial bank subsidiary ............... (4,172) {3,900) (4,228)
Increase in other assets, net.............cocoeviiiiiiiiiiie i, (15) (4) (7)
Total adjustments..............ccoeiviiiiiiiee (4,187) (3,904) (4,235) {
Net cash used in operating activities ............................... $ (40) (8) (19)
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Notes to Consolidated Financial Statements, Continued

(16) Disclosures About Fair Value of Financial Instruments

Statement of Financial Accounting Standards (SFAS) No. 107, “Disclosures about Fair Value of Financial
Instruments” requires that the Company disclose estimated fair values for its financial instruments. Fair value
estimates, methods, and assumptions are set forth below for the Company’s financial instruments.

are made for a period not to exceed six months with interest rates at the current market rate at the date of clos-

\
FIRST McMINNVILLE CORPORATION \

December 31, 2001, 2000 and 1999

Cash and short-term investments
For those short-term instruments, the carrying amount is a reasonable estimate of fair value.

Investments and Mortgage-Backed Securities
The carrying amounts for short-term securities approximate fair value because they mature in 90 days or less

and do not present unanticipated credit concerns. The fair value of longer-term securities and mortgage-
backed securities, except certain state and municipal securities, is estimated based on bid prices published in
financial newspapers or bid quotations received from securities dealers. The fair value of certain state and
municipal securities is not readily available through market sources other than dealer quotations, so fair value
estimates are based on quoted market prices of similar instruments, adjusted for differences between the
quoted instruments and the instruments being valued.

SFAS No. 107 specifies that fair values should be calculated based on the value of one unit without regard to
any premium or discount that may result from concentrations of ownership of a financial instrument, possible
tax ramifications, or estimated transaction costs. Accordingly, these considerations have not been incor-
porated into the fair value estimates.

Loans

Fair values are estimated for portfolios of loans with similar financial characteristics. Loans are segregated by
type such as commercial, mortgage, credit card and other consumer. Each loan category is further segmented
into fixed and adjustable rate interest terms.

The fair value of the various categories of loans is estimated by discounting the future cash flows using the cur-
rent rates at which similar loans would be made to borrowers with similar credit ratings and for the same remain-
ing average estimated maturities.

The estimated maturity for mortgages is modified from the contractual terms to give consideration to manage-
ment’s experience with prepayments. Management has made estimates of fair value discount rates that it
believes to be reasonable. However, because there is no market for many of these financial instruments, man-
agement has no basis to determine whether the fair value presented below would be indicative of the value
negotiated in an actual sale.

The value of the loan portfolio is also discounted in consideration of the credit quality of the loan portfolio as
would be the case between willing buyers and sellers. Particular emphasis has been given to loans on the sub-
sidiary bank’s internal watch list. Valuation of these loans is based upon borrower performance, collateral
values (including external appraisals), etc.

Deposit Liabilities

The fair value of demand deposits, savings accounts and certain money market deposits is the amount payable
on demand at the reporting date. The fair value of fixed-maturity certificates of deposit is estimated using the
rates currently offered for deposits of similar remaining maturities. Under the provision of SFAS No. 107 the
fair value estimates for deposits does not include the benefit that results from the low cost funding provided by
the deposit liabilities compared to the cost of borrowing funds in the market.

Securities Sold Under Repurchase Agreements
The securities sold under repurchase agreements are payable upon demand. For this reason the carrying

amount is a reasonable estimate of fair value.

Commitments to Extend Credit, Standby Letters of Credit and Financial Guarantees Written
Loan commitments are made to customers generally for a period not to exceed one year and at the prevailing

interest rates in effect at the time the loan is closed. Commitments to extend credit related to construction loans

o ——————— Pr— T ST — e
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{16} Disclosures About Fair Value of Financial Instruments, Continued

Commitments to Extend Credit, Standby Letters of Credit and Financial Guarantees Written, Continued
ing. In addition, standby letters of credit are issued for periods up to three years with rates to be determined at
the date the letter of credit is funded. Fees are only charged for the construction loans and the standby letters
of credit and the amounts unearned at December 31, 2001 and 2000 are insignificant. Accordingly, these
commitments have no carrying value and management estimates the commitments to have no significant fair
value.

The carrying value and estimated fair values of the Company’s financial instruments at December 31, 2001 and
2000 are as follows:
In Thousands

2001 2000
Carrying Carrying
Amount Fair Value Amount Fair Value
Financial assets:
Cash and short-term investments .................. $ 7,225 7,225 4,427 4.427
SecUrities ....oooovvviiiee e 132,683 133,392 124,202 124 267
LOANS (i 140,731 136,046
Less: allowance for loan losses..........ccco....... _(1.,804) (1,711)
Loans, net of allowance ...............cccoeeoeennn, 138,927 140,489 134,335 131,361
Financial liabilities: )
Deposits.. ..o 213,275 214,040 210,852 211,213
Securities sold under
repurchase agreements ............................. 19,921 19,921 13,981 13,981
Federal funds purchased..................coccooien, 5,000 5,000 2,000 2,000
Advances from FHLB ............cccooociiin, 1,000 1,060 1,000 1,012

Unrecognized financial instruments:
Commitments to extend credit..................... - - - -
Standby letters of credit .........................e - - - -

Limitations

Fair value estimates are made at a specific point in time, based on relevant market information and information
about the financial instruments. These estimates do not reflect any premium or discount that could result from
offering for sale at one time the Company’s entire holdings of a particular financial instrument. Because no mar-
ket exists for a significant portion of the Company’s financial instruments, fair value estimates are based on judg-
ments regarding future expected loss experience, current economic conditions, risk characteristics of various
financial instruments, and other factors. These estimates are subjective in nature and involve uncertainties and
matters of significant judgment and therefore cannot be determined with precision. Changes in assumptions
could significantly affect the estimates.

Fair value estimates are based on estimating on-and-off-balance sheet financial instruments without attempting
to estimate the value of anticipated future business and the value of assets and liabilities that are not considered
financial instruments. For example, the Bank has a mortgage department that contributes net fee income annu-
ally. The mortgage department is not considered a financial instrument, and its value has not been incorporat-
ed into the fair value estimates. Other significant assets and liabilities that are not considered financial assets or
liabilities include deferred tax assets and liabilities and property, plant and equipment. In addition, the tax ram-
ifications related to the realization of the unrealized gains and losses can have a significant effect on fair value
estimates and have not been considered in the estimates.

.-
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{17) Earnings Per Share {(EPS)

Statement of Financial Accounting Standards (SFAS) No. 128 “Earnings Per Share” established uniform standards
for computing and presenting earnings per share. The computation of basic earnings per share is based on the
weighted average number of common shares outstanding during the period. The computation of diluted earnings
per share for the Company begins with the basic earnings per share plus the effect of common shares contin-
gently issuable from stock options.

The following is a summary of components comprising basic and diluted earnings per share (EPS):

(In Thousands, except share amounts) 2001 2000 1999
Basic EPS Computation:
Numerator - income available to common shareholders .............. $ 4,147 3,896 4,216
Denominator - weighted average number of
common shares outstanding...............c.cccoceviii v 522.309 524.542 532.795
Basic earnings per common share ..........cocccccevviiiiieiiiiniiiieencann. $ 794 7.43 7.91
Diluted EPS Computation:
INUITICYBEOT ...ttt e ettt ettt aaaaens $ 4,147 3,896 4216
Denominator:
Weighted average number of common shares outstanding ...... 522,309 524,542 532,795
Diluted effect of stock Options .........cccovviieeviiiiiiiiniecciie e 4,958 4,056 2.356
527,267 528,598 535,151
Diluted earnings per common Share ...............ccceeeevvivveeeiccneneens, $ 7.87 7.37 7.88

(18) Stock Option Plan

In April, 1997, the stockholders of the Company approved the First McMinnville Corporation 1997 Stock Option
Plan (The "Stock Option Plan™). The Stock Option Plan provides for the granting of stock options, and authorizes
the issuance of common stock upon the exercise of such options for up to 57,500 shares of common stock to direc-
tors and employees of the Company.

Under the Stock Cption Plan awards may be granted in the form of incentive stock options or nonstatutory stock
options, and are exercisable for up to ten years following the date such option awards are granted. Exercise prices
of incentive stock options must be equal to or greater than 100% of the fair market value of the common stock on
the grant date.

SFAS No. 123, “Accounting for Stock Based Compensation” sets forth the method for recognition of cost of plans
similar to those of the Company. As is permitted, mangement has elected to continue accounting for the plan
under APB Opinion 25 and related Interpretations in accounting for its plan. Accordingly, no compensation cost
has been recognized for the stock option plan. However, under SFAS No. 123, the Company is required to make
proforma disclosures as if cost had been recognized in accordance with the pronouncement. Had compensation
cost for the Company’s stock option plan been determined based on the fair value at the grant dates for awards
under the plan consistent with the method of SFAS No. 123, the Company’s net earnings and basic earnings per
common share and diluted earnings per common share would have been reduced to the proforma amounts indi-
cated below:
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(18) Stock Option Plan, Continued

(In Thousands) 2001 2000 1999
Net Earnings:
As Reported ..ot $ 4,147 3,896 4,216
ProfOrmMa ... $ 4126 3,870 4,182
Basic earnings per common share:
AsReported ..o $ 794 7.43 7.91
PrOformMa ... $ 7.90 7.38 7.85
Diluted earnings per common share:
AsReported.........oooooiiiii $ 7.87 7.37 7.88
Proforma .. ..ot $ 783 7.32 7.81
Accordingly, due to the initial phase-in period, the effects of applying this statement for proforma disclosures are F
not likely to be representative of the effects on reported net earnings for future years.
A summary of the stock option activity for 2001 and 2000 is as follows:
2001 2000
Weighted Weighted
Average Average
Exercise Exercise
Shares Price Shares Price
QOutstanding at beginning of year................. 36,985 $ 59.79 32,760 58.15
Granted .............ci — — 5,000 70.39
Exercised ... (1,960) 58.15 (105) 58.15
Forfeited.............oooviiiii e (200) 58.15 (670) 58.15
Qutstanding at end of year........................... 34,825 $ 59.89 36,985 59.79
Options exercisable at year end..................... 21,265 19,800
The following table summarizes information about fixed stock options at December 31, 2001:
Options Outstanding Options Exercisable
Weighted
Weighted Average Weighted
Range of Number Average Remaining Number Average
Exercise Qutstanding Exercise Contractual Exercisable Exercise
_ Prices at 12/31/01 __ Price _ Life at 12/31/01 Price
$58.15 29,825 $58.15 2.8 years 18,215 $58.15 |
69.85 4,500 69.85 8.1 years 3,000 69.85
74.30 500 74.30 8.7 years 50 74.30
34,825 21,265
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( LINE OF BUSINESS

During 2001, the Company and its subsidiary, First National Bank of McMinnville (the “Bank”), were engaged primar-
ily in the general banking business and activities closely related to banking or to managing or controlling banks, as autho-
rized by the laws of the United States and the State of Tennessee and regulations pursuant thereto. Services offered by
the Bank include checking, passbook savings and certificate accounts, safe deposit box rental, personal, commercial,
agricultural, construction and real estate loans, traveler’s checks, cashier’s checks, bank drafts, discount brokerage ser-
vices, trust services, estate planning and other banking services. The Bank renders other services in connection with its
general banking business such as individual credit and financial counseling, automatic teller services and credit card
accounts.

DIVIDEND AND MARKET INFORMATION

As of December 31, 2001, there were 546 holders of First McMinnville Corporation Common Stock. There is no estab-
lished trading market for shares of the Company Common Stock. The following table sets forth the approximate prices
at which First McMinnville Corporation Common Stock was purchased and sold in privately negotiated transactions in
the Company’s service area as reported to the Company or as estimated by the Company during each calendar quar-
ter in the preceding two years.

2001 20090
I I I v I 11 11 v

Representative Price $75 77 78 80 $71 73 74 75

Holders of Company Common Stock are entitled to such dividends as may be declared from time to time by the Board
of Directors out of funds legally available therefor. First McMinnville Corporation declared cash dividends of $2.90 and
$3.00 per share during 2000 and 2001, respectively. First McMinnville Corporation expects comparable cash dividends
in the future. The limitations on the amounts available to First McMinnville Corporation for payment of dividends to
stockholders are discussed in Management’s Discussion and Analysis of Financial Condition and Results of Operations
and in the Notes to the Consolidated Financial Statements.

ANNUAL REPORT ON FORM 10-K

A copy of the 2001 Annual Report of First McMinnville Corporation, as filed with the Securities and Exchange
Commission pursuant to Section 13 of the Securities Exchange Act of 1934 on Form 10-K, will be provided to each
stockholder free of charge on written request. Copies of any exhibits filed as part of this annual report will be provided
on payment of a reasonable fee to cover reproduction cost. All requests should be addressed to: Charles C. Jacobs,
Chairman, First McMinnville Corporation, 200 East Main Street, McMinnville, TN 37110.

\. f J
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MAIN OFFICE
200 East Main Street

BRANCHES
SMITHVILLE HWY, SPARTA STREET
917 Smithville Hwy. 1408 Sparta Street
FARMERS & MERCHANTS MORRISON
Viola, TN 9970 Manchester Hwy.

Our four Automatic Teller Machines make it possible
Jor you to do your banking 24 hours a day.

And now with the Cirrus Network vou have nationwide access.

Our ATMs are located at 200 East Main Street,
917 Smithville Highway, 1408 Sparta Street,
and 9970 Manchester Highway.

Member FDIC




